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1. Tl}e C€$§.¥§. ‘_gnflfsgyy Industry

8, Since the first half of 1953, Hungarian heavy industry has been in the throes
of enh acuts erisis, Symptoms of this crilsis appeared even earlier, but were
cemouflaged by Party propeganda attributing failures end shortcomings to enemy
intrigue and fauliy mensgement and organizatlon on the part of the directors
of the state undertakings,

b, As against the officilal Party propegenda, leaders of the Party and heavy industry
have for some time been making reluctant admissions | of 25X1
ghortages of primery rew meaterisls in industry and the inferior quality of
products, Simultansously they have admitted the falling off in egrioulbwural
production,

6s Those velled admissions were, however, only & feeble attampt to conosal the real
nature of the orisis facing heavy industry as e result of the insufficiency and
inferiority of sush baslc raw meterials as occal, coke, lron ors, ete.

Re Shortages and Quality Deficiencies

The following axemples will give some indication of the extent of the shortages and
the inferior queliiy of avallable stouks.

a, Dleatris Poyer

Ag a result of lack of coal supplies power plants have been unable to supply
pufficient current., The present situation 1s reflescted in measures introduced
in Beptember 1953, restricting general oconsumption in households by outting off
ourrent for a perlod of 2«3 hours every morning and afternoon.
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The shortagé of coal has always been chronle, but at the beginning of September
1953, it beciame so acute that even industrial plants had to cease work for 1-2
hours per day.

Cpke

1.)

2;)

3s)

4)

s;)

The cokeé shortage, which was felt very strongly in the first half of 1953,
presents the gravest problem to iron works and foundries.

Coke produced locally in Hungary contains so much sulphur that it 1s imprac-
ticable for smelting purposes. Coke supplied by Czechoslovakia and Poland
is t60 fine-grained (kleinkernig) and lacking in solidity (mit minderer
Festigkeit susgebrannt) to be of any use in blast furnaces and foundries.

Héd“[:::::::::::]not supplied high quality coke, foundries would have been
fq;ee@lto_cease work in June or July, 1953,

The production of éoke for smelting by & speclal process from brown coal

is plannéd at Komlo, Successful laboratory tests of this process have been
carried out, but production has not yet started. When it does finally start
the Komlo coke production has been earmarked exclusively for the Stelin Iron
Works, at Sztalinvéros.

Zoltdn Vgs, former head of the State Planning Office, is now in charge of
the Koml6 coke project,

Scrap Tron "

1.)
2;)

3.)

This is so scarce that the Govermment has been forced to organize throughout
the country inereasing mumbers of so-called iron-collecting days and weeks,

From time to time scrap iron has been received | but
these deliveries cover only about 20-25% of requirements.

A further serious problem for plants working with Martin furnsces is saused
by the unclasaified state of serap iron. As a result of this, and the fact
that foundries receive parts of scrapped machinery in large pleces (due in

turn to the ascrap iron depots and foundries having no machines to bresk up

these large pieces), furnaces use too much material, the output is low, and
the quality is very bad.

I:On Ore

1.)

2.)

Iron ore coming from the USSR"is g0 filne-grained and dusty, and containg so
much silicon acid (Silicium Saure) that it has proved impossible to extract
even medium quality steel from it.

Martin furnaces camnot be properly fed with refreshing (erfrischenden rein)

ore, Al the same time production is boosted by "work competitions" to such
an extent that it is impossible to comply with production regulations.
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£, QOale Cgke and Iron Ore

1 ) Plants usually have only 24 hours reserves of coal, ccke and iron ore,

2.) Recently the railroads have been ordered to transport these materials
on passcnger and express trains.

go N‘ickela Chromiunm and an;ltz Steel

1.) For the past year there has been a serious shortage of nickel and chromium,
and of steel containing nickel and chromium alloys. As a msult it has been
impossible to add the prescribed quantities of nickel and chromium to steel
allcybo

2.) Quality steel, contailning speclal alldys, mey only be used with speeial
permits, These are issued on the recommendation of committees of experts.

3.) Even special materials can frequently not be produced because the alloys
required for them are not availsble.

ko) Instead of stesl conteining nickel or chromium, use is being made of a
go=called "utility steelf,

5,) Bbout 12 committees of experts have been set up to solve the problem of
finding a subgtitute for quality steel with promises of speclal premiums
for successful results,

6.) The shortage of nickel and chromium is most strongly felt in comnection
with surface protection., Meachines and machine parts, previously coated
with nickel and chromium, are now frequently merely painted. Experimental
uge is being made of phosphates and bonderization (sic) with a view to
solving this particular problem,

7o) A large delivery of bleycles to China was recently rejected as a result of
poor nickel finish,

h, Copper and Brass

There is a great shortage of these, Usually only 50% of the requirements of
plantg are allotted, and even these irregularly. This causes most serious
diffieculties in the high frequency and telecommunications industries.

i, Ball Bearings

1,) This is one of the most critical of all shortages, and is felt particularly
in the production of vehicles and machlne tools,

2,) Ball bearings mey only be used with special license. It fre- 25X1
quently heppens that when these are given there are no ball bearings available,

3,) In spite of the fast that large quantities of bearings are obtained from
\ ‘the USSR (an average of one carload daily), these do not ¢ 25X1
meet demands, Thelr quality is also unsatisfactory.
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fogsons for Shorteges

The following are the main ressoms, in order of importance, for the shoriages
descjribgd aboves

&, The cessation of deliveries I:’ 25X1

bo The reduction of coke deliveries from Poland, and iron deliveries from Czecho-
slovakiaj ,

¢ Defective quality of imported raw materlals,

Regercussions to "the New Govermment Progrem

8, Tt was against the background of this crisis in heavy industry that the Chair-
man of the Couneil of Ministers, Imre Nagy made his speech on 4 July 1953,
announcing the Goverrment's new economic program. The speech caused the wildest
speculastion among vast sections of the uninformed publiec. There was general
agreement that the new program was in some way commected with Malenkov's advent
to power &nd Beria's downfall, Tn fact Nagy's speech was made a few days before
Beria'!s arregt, However, it was generally assumed that his pending disgrace was
known in advance to the leaders of the Hungarian Govermment,

be Throughout Hungary the speech was received with enthusiasm, Everybody expecied
and hoped for a change for the better., Only those who were dealing with indus-
trial matters were skeptical, having no clear pleture as to what was to happen
and how, ' Nagy stressed in his speech that the suecess of his program dependsd
.on the total fulfilment of all plans, Industrial experts saw clearly that if
plans were. not reduced and the supply of raw materials not improved, there could
be no change, In fact, up to the end of September 1953, there was no material
change.

0, Following Nagy's speech work came to & virtual stendstill in government offices

end vhdertakings while everybody discussed the future. It was particularly
. interesting to observe the attitude of Party members. They had obvliously not

yet received their directives and were anxlous to avoild all questioning, However,
some of the belder elements begen asking whether ell they had been taught in Party
courses was false, and in particulsr the repeatedly stressed doctrine that the 1
development of heavy in&ustry is the corneratone of socialism, There were some
even who talked of making Rékosi the scapegoat for the crisis, Many asserted that
he had left his private villa; others talked of hls going to Bucharest to teke
over the leadership of the Cominform. A reorgenization of the Party Secretariat
at this time seemed to confirm these rumors,

d, Meenwhlle goverrmental officials, and particularly those working in the ministries
concerned with industry, weited to see what changes were to be introduced. When
they asked questions sbout the future and their new duties, they were told thet
the Flanning Offige had not yet worked out the figures., Finally, towards the
end of July 1953 en armmouncement was made to the effect that investments in heavy
industry would heve to be reduced, but simultsneously all plans must be completely
fulfilled, as this was & precondition to the carrying out of the new progran,
Particular emphasis was laid on the fulfilment of export plans, and the special
importance of western exports as a means for earning forelgn currencies, was
stressed, #

ot
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e. Party sgitation in support of thése aims then set in with full force. At
Party meetings there was much talk about closing of ranks in order to carry
thiough thé new program, to intensify the fight against the enemy, and to
ingrease vigilance, Stricter political measures were introduced. Everybody
wag acreenied anéw, at his place of work and in the Party., Party Directorates
throughout the sountry were reelected during July and August,

Reduced Produotion in Heavy Industry

8, Ih some uhdertakings there hes been a very slight reduction of production plens,
acebmpanied By great publieity; but only in such undertakings and in respect of
suth products where original plans could never have been fulfilled. Thus, at
the Lenin Steel Works at Dicfsgygr and the Ganz Railroad Car Factory, production
plaiis have been reduced by a few hundred tons per month and approximately omne
million forints respectively, with a view to demonstrating to the workers that
the Goverrment's promises are being carrled out.

b, Apart from this and the reduction of arms production mentioned in paragraph 6
(gee below), reduced production has only occurred in smelting works, and then
again merely for the reason that raw materials are scarce, Whenever raw materlals
become available thero is no more talk of redueing plans, but the available stocks
are used up with the utmost speed. i :

Armaments Tiidgst‘g ...

"8, Slowisg down of production in the armaments industry commenced at the time of
Stalin's death, Sinee then it has greatly fallen off in all arms factories, but
has nowhers stopped completely, Thus, it is a fact that about 50% of the workers
employed in plawts producing arms have been dismissed or transferred during recent
months, Furthsmmorse, fastories outside the armaments industry proper, which have
been producing component perts for arms factories, have ceased to do so.

be The gensral opinion is that arms production todsy is limited to requirement= for
training purposes and for maneuvers of the Armed Forces, The resl reasons for
these tedustions are not kuwown., ‘he following opinions, however, are expressed

| ‘, |

1.) Armements have become obsolete, and Hungary can now produce other goodsg

2,) The Korean f:l:;on‘c doeg not require any further supplies;

3¢) 411 the mechine tools snd instellations for armsments production are now
ready. The workers have been trained. Accordingly production can be restarted
whenever nesassery.

8, The redustion in the armaments industry has led to a slight Improvement in the
supply of raw materisls for the other industries.

Reduced Investment in Heavy Industry

e, On the other haund there has been & reduction of investments, In the metallurgleal
and engineering industries investment reductions were announced at the end of
dugust 1953 1o the staff conference of the competent ministry, Following this
announgement,; investment allocations for the current year, which have not yeti
been utilized, have generally been reduced by 80-85%. ‘
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be .Rédiztion of investments to date have been wholly 1llogical and unreasonable,
-no ‘regard being paid to technicel or any other considerations, except to the
lgpk of raw materials and 'the_ congequenﬁ inabllity to carry out plans,

¢, One project in'which & reduction of investment has taken place is the Budapest
subway. Io connection with this profect it was decided to bulld a tubing
foundry with a yearly prodaction cepecity of 28,000 tons. Although 80% completed,
work has now stopped on this foundry, as it has proved impossible to date to
import the regquired machinery 25X1

do. Another reason why work has had to be suspended on the subway is the insuffieclent
supplies of gemeént and tubing--this despite the- fact that almost every foundry of
any size was producing tubing for the project. The underlying reason for this
Impasse is the shortage of raw iron., To assure the fulfilment of the project,
tubing wes given preference over all other work in the foundries and iron works
producing it, This, however, resulted in the consumption of what 1little raw
iron was aveilable,

e, The result of the investment reductlon mey be seen in the fact that the opening
of one section of the subway {from the Eastern Reilroad Staitlon to the Kossuth
Square), Pixed for 1954, has been postponed until 1958, The opening of the
seétion from Kogsuth Sguare to the Southern Reilroad Ste.tian, planned for 1955,
heas been postponed to 1960,

£, Itivestment has alsc been reduced in the Stalin Tren Works, The start of production -
in pertain parts of the works, which had been planned for August 1953, has heen
postponed for another year,

go The delay in starting production at the Stalin Iron Works is due primarily tos

1) | not keeping up (with deliveries?) with the 25X1
sssembly wark on the spots

2,) the failure to deliver the parts to be assembled on the agreed delivery dates.

i, Investment reductions have also taken place in the power plants of Inota and 25X1
Tiszallk,

Production of Consymer Goods,

. There has been no concrete evidence yet of any planned increase of production of
oonsumer goods, In partleular, there has been no incresse of sllocations to those
factories producing consumer goods, which fall under the Ministry for the Metsllur—
gloal and Meghanical Industries,

Expert Asgessment of the New Progrem 25X1
In the views of | |the speesh and new program of Imre

Fagy is nothing more than a declaration of bankruptey of the indugtrial and agriocul-
tural poliey of the present Hungarian Regime, expressed and exploited with devilish
eunning for the prolongation ¢of its rule,
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